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External Convertibility and West German Economy 


In commenting on the effects of the convertibility 
achieved in Europe at the end of 1958, Mr. Karl 
Blessing, President of the Deutsche Bundesbank, stated 
that convertibility means more than a mere removal of 
exchange restrictions and the abolition of controls in 
international trade, service, and capital transactions; 
it means rather that individual countries renounce the 
possibility of pursuing a domestic expansion policy 
under the shelter of exchange restrictions. The main- 
tenance of balance of payments equilibrium and of the 
purchasing power of money will thus again take 
precedence over the aim of full employment at no 
matter what cost. Convertibility means that economic 
policy can no longer be oriented only to domestic points 
of view, but that balance of payments factors now 
require greater attention than before. Convertibility is 
therefore synonymous with greater monetary discipline. 
If a country which has established convertibility should 
pursue domestic expansion too vigorously, this would 
lead to balance of payments difficulties and an outflow 
of reserves. Such a situation would require immediate 
counter measures if convertibility were to be maintained 
—and Mr. Blessing said that he could hardly imagine 


that any country would like to abandon the progress so 
recently made. 


The dynamics inherent in convertibility, Mr. Blessing 
said, will necessarily lead to closer international eco- 
nomic integration. Not only will the possibilities for a 
more liberal exchange of goods increase, but t. ‘ow 
of short-term and long-term capital will also be facili- 
tated, a development which can be only advantageous 
for the world economy. The experiences of the last 
few months have already demonstrated that the inter- 
national capital market centers have started to tunction 
like a system of communicating pipes. Much remain 
to be done, however; a full market integration will be 
possible only when there is unlimited confidence. The 
increasing integration of capital markets involves 
increased dependence on foreign developments; with 
confidence in the stability of national economies and 
currencies increasing, capital will flow to that area 
where it can attain the highest possible yield at the 
same degree of security. Mr. Blessing said that this 
means that a purely autonomous interest rate policy is 
no longer possible, though this does not mean that free- 


dom of action in regard to interest rates has been com- 


pletely lost. Fluctuations in economic activity and in 
prices will also spread faster from one country to an- 
other. This disadvantage—if it is to be described in 
that way—is, however, outweighed by the important 
fact that the Western world would be integrated into a 
The forces of the 
market would be much more effective in this respect 
than all the institutions which have been set up to 


large common economic market. 


achieve a higher degree of integration. 

According to Mr. Blessing, the transition to converti- 
bility has been facilitated very much by the develop- 
ments in the U.S. balance of payments. The dollar gap, 
a ghost which haunted Europe for years like a night- 
mare, has disappeared. Foreign aid and private capital 
exports and, to a certain extent, high costs and wages 
have led to a weakening of the U.S. balance of pay- 
ments. Some observers even believe that the US. 
dollar is overvalued in relation to European currencies 
and that at some time the United States may be forced 
to devalue the dollar. Mr. Blessing rejected this view 
and expressed confidence that the dollar would remain 
the world’s leading currency. U.S. productive capacity 
is SO great that it can overcome temporary financial or 
monetary weakne,ses provided wage demands can be 
kept within reasonable limits. The U.S. economy is 
approaching a new high, and the U.S. monetary authori- 
tics appear to be willing to apply the credit brake still 
more, if necessary. Speculation about an increase in 
the price of gold and a dollar devaluation is therefore 
not justified. 

Mr. Blessing pointed out that recent improvements 
in the German economic position have been more than 
seasonal, and he predicted an increase in production in 
1959 greater than that of 1958. Output will, however, 
not reach the high levels of the boom period from 1955 
to 1957. Development is now more balanced and more 
sound for, apart from difficulties in a few sectors, a 
remarkable degree of general economic stability has 
been achieved in Germany. Prices are relatively stable 
and wages tend to be steady. 

Mr. Blessing added that the German capital market 
has developed favorably. Normal domestic investment 
needs can now be financed on the capital market; some 
export of capital became possible after German interest 
rates had reached the level prevailing in other com- 





382 


INTERNATIONAL FINANCIAL NEws SurRVEY, June 12, 1959 


sss 


parable countries. 
under 


To a certain extent, Germany is 
export capital 
exports would offset the inflow of foreign exchange 
resulting from 


pressure to capital, because 
the continuing surpluses on current 
account and thus reduce the conflict that arises between 


domestic price stability and the inflow of foreign 

exchange. 

Source: Deutsche Bundesbank, Ausziige aus Pressear- 
tikeln, Frankfurt am Main, Germany, May 21, 
1959. 





Freight Rate Movements 

Although the U.K. Chamber of Shipping index of 
tramp voyage rates rose by 3.5 points in April, to 68.6 
(1952—100), it was still lower than in January or 
in the last quarter of 1958. The same is true of the 
time charter index, which declined by 0.8 point in 
April. In the first two weeks of May, freight rates 
again hardened slightly, but this may have been due 
partly to a growing preference on the part of ship- 
owners to lay up their ships rather than to accept 
unprofitable rates. 

Tanker markets have followed a similar pattern. 
Owners are no longer prepared to accept cut-price fig- 
ures for prompt contracts and would prefer to withdraw 
their ships from the market. Some tankers have found 
employment in the grain trade, where they can under- 
cut dry cargo tramps while still showing a profit on 
operating costs. Demand for oil, ores, and other com- 
modities is still insufficient to absorb the tonnage, both 
dry cargo and tanker, that is available, and the avail- 
able tonnage is still being increased continually by new 
deliveries from the shipyards, although these may soon 
begin to fall off for dry cargo ships. 

Source: The Economist, London, England, May 23, 
1959. 


Private Investment in Foreign Countries 

An article in the May issue of Barclays Bank Review 
suggests that a considerable revival of private invest- 
ment in foreign countries has followed the freeing of 
trade and payments which occurred after the introduc- 
tion of external convertibility in Europe last December. 
The revival has been most marked in Europe. Foreign 
loans have been resumed in Germany and Switzerland, 
international investment trusts have been established 
in the United States and in Europe, and U.S. investors 
have shown increasing interest in buying shares in Lon- 
don and on the Continent. This interest has had a 
marked effect on some share prices in London in recent 
months. U.S. investors also now hold substantial inter- 
ests in several well-known European equities. A recent 
estimate of the net annual flow of private funds overseas 
from the United States and the United Kingdom together 
amounted to about £820 million. This includes reten- 
tion of profits by U.S. and U.K. companies abroad, 
which probably forms a large part of the total. 


Source: The Times, London, England, May 19, 1959. 


Europe 


European Coal Surpluses 

The Ministerial Council of the European Community 
for Coal and Steel has rejected the proposal that the 
High Authority of the Community should be authorized 
to exercise the supranational powers provided for times 
of “manifest crisis” in order to limit production of coal, 
to freeze stocks, and to restrict imports (see this News 
Survey, Vol. XI, p. 189). Pithead stocks of coal in the 
European Community have increased to 29.8 million 
tons. Of this total, 10 million tons are German, 9 mil- 
lion are French, and 7 million are Belgian. All three 
have doubled during the last year and are still 
increasing. 

Both the French and the German authorities rejected 
the idea that the High Authority might be given the 
right to control their imports and production in detail, 
asserting in principle their own rights over both. 
Dr. Erhard said that “Europe has escaped a dirigist 
policy,” and that henceforth the Community must con- 
centrate its efforts on shutting down small uneconomic 
mines. The French Premier said that “it is difficult for 
Governments to abandon to international authorities 
the power for which they are responsible before their 
nations.” 

The Ministerial Council agreed upon the necessity of 
jointly aiding Belgium to solve the special problem of 
the reorganization of the Belgian coal industry, more 
especially by reducing the sacrifices which reorganiza- 
tion involves for the miners. 


Source: The Times, London, England, May 29, 1959. 


U.K. Foreign Exchange Reserves 

Gold and foreign exchange reserves of the United 
Kingdom fell by £47 million in May. The decline was 
not unexpected since £58 million was paid to the Inter- 
national Monetary Fund during the month. Under these 
circumstances, the result is regarded in official quarters 
as quite satisfactory. Reserves on May 31 amounted 
to £1,114 million, compared with £1,161 million on 
April 30. 

Without the payment to the Fund, reserves would 
have risen by about £11 million, a result not as favor- 
able for May as has often been recorded in the past. 
However, this is accounted for in part by the fact that 
the trade results of April, which generally are favorable, 
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were reflected this year in the reserve figures for that 
month and were not settled a month in arrears as used 
to happen under the European Payments Union. 

Source: The Times, London, England, June 3, 1959. 


Overseas Sterling Holdings 

Overseas sterling holdings fell by £98 million, to 
£3,869 million, in the first quarter of 1959, the lowest 
total for some years. This was due mainly to a decrease 
of £85 million in the sterling holdings of nonterritorial 
organizations, in turn mainly the result of the U.K. 
repurchase of £71 million of sterling from the Inter- 
national Monetary Fund. 

Sterling holdings of overseas countries fell by £13 mil- 
lion; holdings of sterling area countries rose by £58 
million, and those of non-sterling countries fell by 
£71 million. The rise in the holdings of sterling area 
countries reflects the fact that the trading position of 
many of these countries is seasonally strong in the first 
months of the year; the fall in the holdings of non- 
sterling countries partly reflects arms purchases by Ger- 
many, for which advance deposits had previously been 
made, and partly the liquidation of the European Pay- 
ments Union. 

The volume of acceptances outstanding, which had 
risen from £114 million in the fourth quarter of 1957 
to £130 million in the fourth quarter of 1958, fell back 
to £128 million in the fourth quarter of 1959. 

Source: The Financial 
May.29, 1959. 


Times, London, England, 


Industrial Production in the United Kingdom 

The index (seasonally adjusted) of industrial produc- 
tion in the United Kingdom in April is provisionally 
estimated at 108-109 (1954—100), compared with 106 
in April 1958 and an average of 107 in the first quarter 
of this year. This suggests that recovery is continuing 
in the United Kingdom, though at a much slower pace 
than in the United States. Although expansion in auto- 
mobile and in steel production accounts for part of the 
increase in output, the rise in the index reflects mainly 
a small increase over a wide front rather than marked 
increases in certain special sectors. 

The official index suggests that industrial output in 
the United Kingdom has changed only marginally over 
the past 12 months, but in fact there have been signifi- 
cant changes in individual industries. In three sectors 
particularly, which together comprise nearly one fifth 
of the total index, output has increased throughout the 
past year. These sectors are food, drink, and tobacco; 
gas, electricity, and water; and paper and printing. In 
contrast, production of textiles, coal, and ships (which 
also cover about one fifth of all industry) declined. 
Elsewhere there was no clear rise or fall. By the end 


of the 12-month period, however, several trends were 
becoming clearer. Some sections of the building trade 
were doing more work; the engineering and electrical 
goods trades began to revive in the fourth quarter of 
last year; output of plasterboard, asbestos sheets, and 
tiles has been rising; car output reached a new record 
in April; production of motorcycles has continued high; 
and timber and furniture sales have been increasing. 

Source: The Times, London, England, May 30, 1959. 


U.K.-Russian Trade Agreement 

A five-year trade agreement between the United 
Kingdom and the Soviet Union, details of which are 
given in a White Paper (Cmnd. 771), offers the pros- 
pect of substantial orders for a variety of British cap- 
ital and consumer goods. The Times suggests, however, 
that it is as well to be clear on what these orders depend; 
two questions that will have to be faced are whether 
the Soviet Union will now be able to sell far more goods 
in the United Kingdom and whether, in addition, it will 
be able to finance a greater volume of British imports. 
The general feeling in London seems to be that the 
United Kingdom will be able to take a good deal more 
timber and grain (especially maize and fodder grain) 
and certain minerals. In addition, for virtually the first 
time, the Soviet Union has offered to a Western nation 
import quotas on consumer goods, and it is hoped that 
British exporters of cars, textiles, footwear, sports goods, 
toys, and leather goods will be able to take advantage 
of this offer. 

Nevertheless, a considerable financing problem 
remains, and it is believed that the Russian authorities 
were urged to adopt a far more liberal attitude toward 
their use of foreign currencies and to buy sterling in the 
free exchange markets, using currencies earned from 
exports to other countries. In short, they were pressed 
to adopt a multilateral trading policy, in contrast to the 
bilateral policy under which they have operated for so 
long. But whatever may be done along these lines, a 
gap is expected to remain, which can be filled only by 
British credits or by the further sale of Russian gold. 
Source: The Times, London, England, June 3, 1959. 


French Heavy Franc 

The first appearance of the new “heavy” franc, 
whether in the form of banknotes or of coins (see this 
News Survey, Vol. XI, p. 336), is to be postponed until 
the autumn in order to avoid any risk of confusion for 
foreigners during the tourist season. 


Source: The Times, London, England, June 2, 1959. 


Netherlands Government Loan 

The Netherlands Government has issued at 98% a 
new 25-year loan bearing interest at 4% per cent. 
Subscriptions could be made in cash or by the sur- 
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render of bonds of a 3 per cent loan maturing in 
1962-64. Cash subscriptions were so great that the 
initial ceiling of f. 200 million was doubled to f. 400 
million (more than US$100 million). Also, of a total 
of f. 1.1 billion of the earlier loan still outstanding, 
f. 791 million was surrendered for conversion into bonds 
of the new loan. Total subscriptions to the new loan 
thus amounted to f. 1,191 million (some $310 million). 
The Government intends to use the proceeds of the 
new loan to consolidate the floating debt and to lengthen 
debt maturities. The last previous government loan, 
issued in February 1959, was a f. 400 million 30-year 
issue at 99 per cent, bearing 41 per cent interest (see 
this News Survey, Vol. XI, pp. 222 and 263). Since 
that time, the capital market has become more liquid 
and long-term interest rates have tended to decline, so 
that the Government is now able to borrow at somewhat 


more favorable terms 


Sources: Nieuwe Rotterdamse Courant, Rotterdam, 


Netherlands, May 3, 4, and 21, 1959. 


Financing of Norwegian Shipyards 

In order to maintain activity in Norwegian shipyards, 
four Norwegian private banks have agreed to establish 
an institute to grant loans against second mortgages on 
ships built in Norwegian yards. Although the NKr 20 
million share capital will be privately held, the Govern- 
ment has agreed to guarantee up to NKr 300 million 
(US$42 million) of bonds to be issued by the institu- 
tion and to provide a five-year loan of NKr 10 million. 


Loans granted by the institution may cover up to 20 


per cent of the cost of a ship. 


Source: Norges Handels og Sjofartstidende, Oslo, Nor- 
way, May 29, 1959. 


Swedish Bond Issue in Switzerland 

Under an agreement between the Swedish telephone 
equipment manufacturing company, L.M. Ericsson, and 
a consortium of Swiss banks headed by the Schweize- 
rischer Bankverein, a flotation of Sw F 45 million of the 
company’s bonds was offered on the Swiss market on 
June 5. The bonds, which run for 18 years, were 
issued at par with interest at 4.5 per cent. The purpose 
of the loan is to give the company fresh facilities to 
meet competition on the international telephone market 
by extending long-term credits. 
Source: Svenska Dagbladet, 

June 6, 1959. 


U.S. Loan to Finland 


A loan to Finland has been granted by the United 
States from its holdings of Finnish markkas received 


Stockholm, Sweden, 


from its sale of agricultural commodities under Public 
Law 480. The loan is equivalent to US$5 million and 


will be used to finance the construction of small vessels 
(not to exceed 2,500 dead weight tons) for the Finnish 
coastal and near seas fleet. The loan is repayable over 
a period of 30 years with interest at 4 per cent if repaid 
in U.S. dollars or 5 per cent if repaid in Finnish 
markkas. There is a four-year grace period for prin- 
cipal repayments. 

Source: Department of State, Press Release, Wash- 

ington, D.C., May 22, 1959. 


Iceland's Quota in the Fund 

The Icelandic Parliament has approved a 50 per 
cent increase, to $1.5 million, in Iceland’s quota in the 
International Monetary Fund and an increase of 100 
per cent, to $2 million, in its share in the subscribed 
capital of the International Bank for Reconstruction 
and Development. Iceland has already paid to the 
Fund in gold 25 per cent of the increase in its quota 
and has submitted its notification of consent. 


Middle East 


Foreign Exchange Reserves of Ethiopia 
The foreign exchange reserves of the State Bank of 
Ethiopia rose in the first quarter of 1959 by about 
Eth$9.7 million (US$3.88 million), i.e., by about 7 per 
cent. This increase is much smaller than those in sim- 
ilar periods of earlier years; the increase in the first 
quarter of 1958 amounted to Eth$17.9 million and in 
the first quarter of 1957 to Eth$30.5 million. The 
money supply, which normally reflects movements in 
reserves, rose by Eth$13.4 million in the first quarter 
of this year, to a peak of Eth$204.5 million. The rea- 
son for the relatively large increase in the money supply 
was an increase of Eth$6 million in the State Bank’s 
credit to the private sector. The State Bank has since 
taken measures to tighten credit by imposing ceilings 
on several types of loan and, in general, has adhered to 
a more restrictive policy. 
Source: State Bank of Ethiopia, Report on Economic 
Conditions and Market Trends, Addis Ababa, 
Ethiopia, May 1959. 


Import Restrictions in Iraq 

Import licenses will continue to be required for all 
goods imported by Iraq, according to a notice issued 
by the Ministry of Economics. In addition, the impor- 
tation of 46 articles—of which some are nonessential 
goods and others are produced locally 
pended, and 81 articles have been made subject to 
quota. The list of prohibited items includes certain 
types of automobile, cement, soap, wooden furniture, 
doors and windows, matches, sheeting, beer, and ani- 


has been sus- 
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mal fats. The list of items subject to quota includes 
silk piece goods, for which ID 5 million (US$14 mil- 
lion) is allocated, cotton piece goods (ID 3 million), 
and household refrigerators (ID 1 million). 


Sources: Middle East Economic Digest, March 20 and 
April 24, 1959, and The Economist, May 23, 
1959, London, England. 


Far East 


U.S. Loans to india 

Two agreements were signed in New Delhi on 
May 21 by representatives of the Government of India 
and the U.S. Technical Cooperation Mission. The 
agreements provide for loans of Rs 100 million (US$21 
million) each to the Industrial Finance Corporation of 
India and the Industrial Credit and Investment Corpo- 
ration of India from rupee counterpart funds arising 
from the sale of surplus U.S. agricultural commodities 
in India under U.S. Public Law 480. These allocations 
will enable the two finance corporations to render addi- 
tional assistance to the private sector. 


Source: Information Service of India, 
Washington, D.C., May 26, 1959. 


Indiagram, 


Coconut Rehabilitation Subsidy in Ceylon 


Ceylon’s 


state-subsidized coconut rehabilitation 
scheme will cost more than Rs 7 million (US$1.5 mil- 
lion) in the fiscal year ending September 1959. The 
scheme includes the provision of 1.2 million high-grade 
seedlings and the distribution of 45,000 tons of ferti- 
lizer. The seedlings, which cost 70 Ceylon cents each 
but are sold to growers for 30 Ceylon cents, are suffi- 
cient for the planting of 20,000 acres. The total amount 
of fertilizer is sufficient for 400,000 acres of coconuts. 
Source: Ceylon Daily 
March 23, 1959. 


News, Colombo, Ceylon, 


Antidumping Laws in Malaya 

The Government of Malaya has decided to introduce 
antidumping laws to prevent goods exported to Malaya 
from being dumped or subsidized in some way by the 
exporting country. For the past year or two there has 
been considerable concern about the increasing volume 
of Chinese products sold in Malaya at very low prices. 
Source: The New Commonwealth, London, England, 

May 1959. 


Irrigation Scheme in Malaya 

An irrigation and land development scheme, which 
will cost $M 63.9 million (US$21 million), has been 
prepared by the Drainage and Irrigation Department 
of the Federation of Malaya. Of the total, $M 39.1 
million will be for 45 irrigation projects to improve 
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219,000 acres of existing land and to open up 18,000 
acres of new land for rice growing; $M 11.1 million for 
19 land drainage projects to improve 128,700 acres 
of coconut and rubber small holdings and to open up 
8,900 acres of new land; $M million for river 
conservancy; and $M 9.8 million for a research plant 
and other necessities. 


Source: Embassy of the Federation of Malaya, News 
Bulletin, Washington, D.C., June 2, 1959. 


Bond Issue in Taiwan 

The flotation of a NT$400 million short-term bond 
issue was approved by the Taiwan Legislative Yuan on 
May 19. The bonds, to be floated on June 16, will be 
of two classes, Class A and Class B. Class A bonds, 
totaling NT$300 million, will be in denominations of 
NT$1,000, NT$5,000, NT$10,000, and NT$50,000 
and will bear annual interest of 18 per cent, payable 
every three months; 50 per cent will be redeemable at 
the end of the first 15 months and the remainder in 
another 15 months. The denomination of Class B 
bonds, totaling NT$100 million, will be NT$100,000; 
the interest rate will be 9 per cent per annum, and it 
will be payable, together with principal, in August 1960 
when the bonds mature. Class A bonds will be sold to 
the public, and Class B bonds are earmarked for com- 
mercial banks. Both classes will be negotiable and 
acceptable as collateral. 
Source: Chinese News Service, Press Release, New 

York, N.Y., June 2, 1959. 


Taiwan's Import Quota 

Taiwan trade authorities have increased the quota 
for imports financed by the foreign exchange of the 
Bank of Taiwan from US$8 million per month in the 
first quarter of 1959 to US$10 million per month in 
the second quarter of 1959. The Legislative Yuan is 
discussing a Ministry of Finance bill to reduce import 
duties on synthetic fabrics and wools. The bill includes 
proposals to cut the import duty on rayon from 140 per 
cent to 100 per cent and that on wool from 85 per cent 
to 35 per cent, and to raise the duty on cotton from 
10 per cent to 15 per cent. 
Source: Far Eastern Economic Review, Hong Kong, 

April 30, 1959. 


United States and Canada 


U.S. Quota in the Fund 


The U.S. Congress has sent to President Eisenhower 
for his approval the bill which authorizes increases in 
the U.S. quota in the Fund and in the U.S. subscription 
to the capital of the IBRD (see this News Survey, 
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Vol. XI, p. 294). The Senate members of the confer- 
ence committee which handled this legislation accepted 
the provision that the President had requested and the 
House had accepted which requires payment of the 
increase in quota during the current fiscal year which 
ends on June 30 

Source: The Journal of Commerce, New York, N.Y., 

June 8, 1959. 


Outflow of Gold from United States 

Since nearly all the countries to which gold has been 
transferred from the United States in 1958 and 1959 
have preferred to leave the gold, of which they have 
become the owners, in the United States rather than 
incur the cost of shipping it home, the largest part of 
this outflow has required a shift of gold from the U.S. 
Assay Office in New York to the vaults of the Federal 
Reserve Bank of New York, where it is held on behalf 
of individual national monetary authorities. It is esti- 
mated that from May 1958 to May 1959 these move- 
ments amounted to about 1,700 tons of gold in bar. 
U.S. gold holdings at Fort Knox, which amount to 
about $12.5 billion, have remained intact throughout 
the year. 
Source: The Times, London, England, May 20, 1959. 


Canadian Security Transactions with Other Countries 
The inflow of capital into Canada from portfolio 
security transactions was $166 million in the first quar- 


ter of 1959, almost the same as in the first quarter of 
1958. Sales of new Canadian issues net of retirements 
were somewhat less than $100 million, compared with 
$150 million a year ago. Net sales of outstanding 
Canadian stocks and bonds, which had been almost nil 
in the first quarter of 1958, were nearly $70 million 
in 1959, with stocks and bonds absorbing almost equal 
shares of the market. Trade in foreign new and out- 
standing securities resulted in a capital import of $3 
million. 
Source: Dominion Bureau of Statistics, Sales and Pur- 
chases Between Canada and 
Other Countries, Ottawa, Canada, March 1959. 


of Securities 


Latin America 


Salary Increase in Peru 

The Peruvian Government issued a decree on May 23 
providing for a general increase in salaries and wages in 
private employment, the increase to be effective on 
June 1. The rate of increase ranges from 18 per cent 
for monthly salaries of up to $/. 1,000 and daily wages 
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of up to S/. 30 to about 12 per cent for employees 
earning S/. 2,000 a month and about 10 per cent for 
workers earning S/. 80 daily. The maximum salary 
increase is §/. 235 per month, and the maximum wage 
increase is §/. 8.15 per day. The decree also provides 
that any salary and wage increases voluntarily granted 
since June 1, 1958 will be considered part of the 
increases now decreed. Furthermore, collective requests 
for salary and wage increases are prohibited for one 
year from June 1, 1959. The Government has also 
announced that similar increases for public servants 
will be decreed shortly. 


Source: La Prensa, Lima, Peru, May 24, 1959. 


Other Countries 


Banking Legislation in Australia 

Banking legislation introduced early this year in the 
Parliament of the Commonwealth of Australia had 
passed all stages by June; it will come into operation 
on a date to be proclaimed later in the year. The legis- 
lation provides that the central bank shall be separated 
from the present Commonwealth group of banking 
institutions and that it, together with the Rural Credit 
Department of the Commonwealth Bank, shall become 
the Reserve Bank of Australia. The Reserve Bank will 
function only as a central bank and will not be respon- 
sible for the administration of the retail banking busi- 
ness carried on by the Commonwealth Trading Bank 
of Australia, the Commonwealth Savings Bank of Aus- 
tralia, and the Mortgage Bank and Industrial Finance 
Departments of the Commonwealth Bank. The legisla- 
tion also establishes a Commonwealth Banking Cor- 
poration, under a new board and with a separate staff, 
to be responsible for the administration of the Com- 
monwealth Trading Bank, the Commonwealth Savings 
Bank, and a new institution to be called the Common- 
wealth Development Bank of Australia. The Common- 
wealth Development Bank will be, basically, an amal- 
gamation of the present Mortgage Bank and Industrial 
Finance Departments of the Commonwealth Bank, 
with some increase in resources and with a charter 
enabling it to assist the development of worthwhile 
enterprises in both primary and secondary industry 
which are unable to obtain elsewhere the necessary 
financing on reasonable and suitable terms. Under the 
new legislation the present Special Accounts System 
will be replaced by a system of statutory reserve 
deposits. 
Source: Hansard, Canberra, Australia, February 26, 

1959. 
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Australian Economic Survey 

An economic survey published by the Australian 
Treasury in May concludes that the performance of 
the economy over the past year has been creditable 
and that Australia has come through a period of some 
difficulty without serious distortion or loss; if good 
seasons continue and commodity prices rise further, 
1959-60 can be a prosperous year. 

In the year ended June 1958, Australia’s interna- 
tional reserves fell by £A 42 million. All of this 
occurred in the second half of the financial year, which 
is normally a period when reserves are built up. The 
prospects at the beginning of the next financial year, 
moreover, were less promising. In particular, the wool 
clip, which in 1957-58 had been 8 per cent smaller 
than in the previous year, was expected to be smaller 
still in 1958-59, and wool prices, after falling from an 
average of about 80d. per pound in 1956-57 to about 
63d. per pound in 1957-58, fell further, to 43d. per 
pound in January 1959. However, improvement 
occurred during 1958-59, and the wool clip, far from 
being less than in 1957-58, will in fact be not far short 
of a record. Other exports have done well. Prices for 
top grades of beef in the United Kingdom have been 
higher than previously, and there has been a remark- 
able expansion in the U.S. market for lower grade beef. 
There have been record crops of oats and barley, and 
the wheat harvest was one of the largest on record. 
Moreover, exports of copper and lead concentrates will 
be somewhat greater in volume than was previously 
expected, and the price of copper has recovered from 
its low level of last June. However, exports of beach 
sands mineral concentrates have continued to decline, 
and exports of lead metal have also fallen. In all, it 
now seems likely that total exports for the year ending 
June 1959 will be about £A 800 million, compared with 
£A 814 million in 1957-58 and £A 978 million in 
1956-57. 

Imports for 1958-59 seem likely to be about £A 800 
million, the goal aimed at by the import licensing 
administration. It is not yet possible to judge what the 
net change in Australia’s international reserves will be 
for the year: this will depend in part on the cost of 
services and the inflow of capital, which cannot be 
estimated. By December 31, 1958, reserves had fallen 
by only £A 25 million, to £A 500 million, as a result 
of a rather higher inflow of capital which partly offset 
a quite significant deterioration in the current account 
of the balance of payments. In that period, there was 
a trade deficit of £A 20 million, compared with a sur- 
plus of £A 57 million in the corresponding period a 
year earlier, and the current account deficit rose to 
£A 123 million, from £A 39 million the year before. 
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Since then exports have increased, the inflow of capital 
has continued, and imports have remained stable: it is 
thus certain that for the year as a whole the decline 
of reserves will be much less than seemed probable 
earlier in the year. 

The domestic economy has been characterized by a 
strong employment position, increasing industrial out- 
put, and a high level of building activity and industrial 
investment. However, there has been some weakness 
on the rural side and some decline in employment in 
mining. Consumer demand appears to have been 
strong enough to take up the additional output, and 
there is no indication of any general increase in busi- 
ness stocks. 

The main weakness has been in the wool industry, 
which, however, is financially the strongest of the 
rural industries and appears to have had considerable 
assistance from the banks and pastoral companies. 
Nevertheless, rural spending was undoubtedly affected, 
and the fact that the economy as a whole was not 
affected more reflects the fact that farm income is a 
much smaller proportion of the gross national product 
than it used to be: in 1956-57, the year of the big 
wool check, it was less than 10 per cent. In addition, 
there was the sustaining effect of budgetary and mone- 
tary action taken by the authorities and the capital 
inflow from overseas. Budgetary policy for 1958-59 
was designed to stimulate the economy; the Government 
budgeted for an over-all cash deficit of £A 110 million 
(compared with a cash surplus of £A 10 million in the 
previous year), which it was intended should be 
financed by borrowing from the central bank. The 
cash deficit is likely to be much less than £A 110 million, 
however, as subscriptions to local loans, principally by 
the trading banks and the newly established short-term 
money market which has borrowed a large part of its 
funds from the trading banks, have been larger than 
expected. Since government securities count as part of 
the liquidity of the trading banks, the subscriptions by 
these banks to public loans have been associated with 
a strong rise in trading bank liquidity. In the first nine 
months of the financial year, outstanding advances by 
major banks fell as a result of an unusual buoyancy 
of new capital issues this year; a substantial increase in 
advances, however, may be expected in the closing 
months of the financial year. 

Source: The Australian Economy, 1959, Canberra, 
Australia, May 1959. 


Australian Public Loan 

An Australian Government cash loan of £A 35 mil- 
lion was opened for subscription on May 6, and at the 
same time a conversion offer was made to holders of 





388 


INTERNATIONAL FINANCIAL NEWS SurVEY, June 12, 1959 


SSS 


fA 108.2 million of Commonwealth securities matur- 
ing May 15. It was announced on May 27 that the 
cash loan was oversubscribed by £A 15% million; at 
that time, final results for the conversion offer were not 
known but applications received then exceeded £A 91 
million. 

The Commonwealth Treasurer, announcing these 
results, said that loan raising this financial year had 
1954-55. A £A 25 
million loan offered in February was oversubscribed by 
£A 35 million. Funds raised from all sources this year 
are expected to total £A 204% million. 


been the most successful since 


Source: The Financial Times, London, 


May 28, 1959. 


England, 


Import Restrictions in New Zealand 

New Zealand's Minister of Customs announced on 
June 5 that additional import licenses worth £NZ 20 
million will be made available for the current licensing 
year. This is the second change in the current licensing 
schedule; an increase of £NZ 18 million was announced 
in April (see this News Survey, Vol. XI, p. 348). The 
latest relaxation brings the official estimate of private 
imports for the year to £NZ 230 million. The increases 
are spread widely among consumer goods and manu- 
facturers’ raw materials, plant, etc. 
will be increased by one fourth, and spirits by one third, 
over the 1958 figure. 


Imports of wines 


rhe recent increase is said to have been made pos- 
sible by an improvement in New Zealand’s overseas 
trade position since April which is greater than had 


been expected. The Minister of Customs warned, how- 


ever, that the Government still has to be prudent in 


the use of overseas funds. 


Source: The Financial Times, 


June 6, 1959. 


London, England, 


South African Bond Issue in London 

Announcement was made on May 23 that the Union 
of South Africa would float in London, at 97 per cent, 
a £5 million issue of 5.5 per cent registered stock 
1974-76. This is the first time since 1950 that the 
Union has offered a loan on the London market. The 
issue offered a gross redemption yield of over 5.75 per 
cent. Holders of £4.09 million 3.5 per cent South 
African Stock 1954-59, which matures on July 1, were 
offered conversion into the new stock. 

Underwriters of the issue had to take up 78 per cent 
of their commitments, and when the market for the new 
stock opened on June 2 there was a discount on the 
offering price which amounted to 1.375 per cent at the 
close of the day. The failure of the offer was ascribed 
to the general decline in prices on the gilt-edged market 
in London between the time that the issue terms for 


the new South African stock were fixed and the time 

it was offered to investors. 

Sources: The Financial Times, May 23 and June 3, 
1959, and The Times, June 3, 1959, London, 
England. 


Gold Mining Costs in South Africa 


The chairman of the Union Corporation said at its 
annual meeting in Johannesburg on May 26 that the 
steady rise in gold mining costs is still causing deep 
concern. Costs have been increasing in recent years at 
the rate of about 3 per cent per annum, and there has 
been no sign that the rise is leveling off. Inflation has 
created an additional major difficulty for the gold pros- 
pector of finding deposits of a sufficiently high grade to 
give a reasonable assurance of profitability over the 
next 20 or 30 vears. The Witwatersrand system is in 
general a medium-grade to low-grade gold carrier, and 
since 1893 mines with an average yield of less than 
6 dwt. per ton have accounted for nearly 80 per ¢<nt 
of total gold output. The greater part of the ore miiled 
by these mines would be unprofitable under current 
conditions. The only attraction to prospecting for new 
gold deposits today is the hope of finding mines of a 
grade appreciably higher than is to be expected from the 
history of the Witwatersrand, or the belief that “within 
the reasonably foreseeable future there would be a 
marked change in the relationship of the price of gold 
to capital and operating costs.” 


Source: The Times, London, England, May 27, 1959. 


Fund Alternate Executive Director 

Mr. Gabriel Costa Carvalho, Legal Adviser to the 
National Bank of Economic Development Brazil, has 
been appointed Alternate Executive Director of the 
Fund for Brazil, Colombia, the Dominican Republic, 
Haiti, Panama, and Peru. 
Xavier Lopes. 


He succeeds Mr. Helvecio 
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